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PANAMA KEY ECONOMIC INDICATORS 
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FUNDED PUBLIC SECTOR DEBT 


Total: 
Outstanding (12/31) 
(External ) 

Annual Debt Service 
Central Government Only: 
Outstanding (12/31) 

(External) 
Annual Debt Service 
as % Current Revenues 


BALANCE OF PAYMENTS AND TRADE 


Current Balance -174. -157. 
Trade Balance -508. -488. 
Exports, FOB 268. 211. 
U.S. Share (%)** 60. n.a. 
Imports, FOB 116. 759. 
U.S. Share (%)** i n.a. 
Gross Flow to Panama from 
Canal Zone*** 243. 201 < 


* Excludes domestic and foreign inter-bank deposits. 
** Includes Puerto Rico and Canal Zone. 
*** Wages paid Panamanians, other goods and services purchased,transfers. 
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ECONOMIC TRENDS REPORT 


OVERVIEW 


With the Treaty there has been a noticeable relaxation 
of earlier concerns and doubts in the economic sector. 
Government statistics, of course, are not yet avail- 
able for the period subsequent to the Treaty ratifi- 
cation, and while business in general does not expect 

a sudden upturn, there definitely seems to be a firming- 
up of the economy, particularly in construction and 
housing. 


The country has never really recovered from the economic 
recession of 1974-75, and now any upward trends are 
welcome. The government is looking at Treaty-related 
projects and possibilities; the estimated $65 - 70 
million dollars of direct annual payments which will 
come to Panama (from the Canal) after the Treaty 
enters into force in 1979 will be a positive asset, 
but Panamanian authorities view it in a more important 
light as a means for assuring Panamanian creditability 
in the international financial market, making possible 
even greater future borrowings for national economic 
development purposes. 


NATIONAL DEBT 


Panama's international credit worthiness is strong, 
Panama having never defaulted on international loan 
repayments. But Panama has a rapidly growing national 
debt, and its debt service costs are more than double 
the Latin American average as a percentage of GDP. 
There have been two major syndicated bank loans this 
year to the Government of Panama (GOP), one of $170 
million dollars -- about half of which was for new 
projects -- and one of $300 million dollars for re- 
financing of existing loans contracted over the past 
three to four years, which will ease Panama's immediate 
repayment burden by extending the periods of grace 
during which interest payments only are required. 


DEVELOPMENT PLANS 


The GOP, while watching the debt picture with some concern, 
nevertheless is confidently going ahead with extensive 
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plans for future development, calling for increased 
borrowings through the World Bank, the IDB, and other 
international financial institutions where possible, 
but through commercial banks when necessary. A con- 
siderable portion of these plans involve existing and 
proposed activities in the area of the Canal Zone, 
particularly development of the Canal Zone terminal 
ports, Balboa on the Pacific and Cristobal/Colon on 
the Atlantic, with plans for a $50 million dollar 
Container Port and expansion of the Free Trade Zone 
in Colon already at an advanced stage. 


PRIVATE SECTOR PARTICIPATION 


The Ministry of Planning has prepared a 168-page 

Study and outline of post-Treaty development plans 
entitled, "National Development and the Recovery of 

the Canal Zone," covering details of the GOP intentions 
and planning for the organization and operational re- 
Sponsibilities which they will assume over the area of 
the Canal, as well as economic development possibili- 
ties. The GOP is also taking steps to encourage for- 
eign investor interest in Panama, not merely government 
loans but private sector enterprises, and in June had 
published a twelve-page special section in BUSINESS 
WEEK magazine describing economic opportunities ‘the 
country offers, its policies and incentives, aimed at 
foreign businessmen and companies interested in coming 
to work here jointly with Panamanian capital and workers 
for mutual benefit. The GOP feels that Panama can 
benefit from the business skills and technology that 
foreign entrepreneurs can bring in, particularly if 
related to the generation of export possibilities. 
Several other countries have shown new or growing 
interest in investing or doing business in Panama, 
including Japan, Spain, Argentina, Brazil, and Canada. 
A major development project involves the Cerro Colorado 
copper deposits; feasibility studies for the $1.5 
billion undertaking have been completed and the GOP has 
hopes of obtaining foreign financing (from Canada) for 
$1.0 billion of this in the near future. 


The GOP has recently been showing more interest in 
developing a "dialogue" with the business community 
aimed at bringing the views of private enterprise into 
consideration in government decisions, as well as 
keeping the private sector informed of government 
plans and policies. Business is optimistic about the 
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possibility of new and expanded opportunities for 
private enterprise in the Zone area, but now realizes 
that these activities are still months away, as the 
effective date of entry into force of the Treaty is 
not likely to be before October, 1979. Meanwhile 
business will be watching, and to the extent possible 
participating in, the involved processes of planning 
and carrying out both the Panamanian participation in 
the new Panama Canal Commission which will operate the 
Canal, and the Panamanian responsibilities for local 
government including ongoing civil activities and new 
economic and industrial development. 


EXPORTS 


Panama still has a serious deficit trade balance and, 
accordingly, the stimulation of exports and the develop- 
ment of export-oriented industries is a basic plank of 
GOP economic policy. Panamanian exports of traditional 
commodities continue to be important to the economy -- 
these include sugar, bananas, and fish (principally 
shrimp) -- but because future growth projections suggest 
increases in these exports will probably be only gradual, 
the country is looking for new products having export 
potential. Small new industries reportedly are now 
exporting or planning to export shoes, clothing, pota- 
toes, tomato paste, oysters, pottery, and tobacco. Even 
more important as a future possibility is the tourist 
trade, which reported 176,000 visitors for the first six 
months of 1978, a 12.5 percent increase over a year 
before, and which still has considerable potential for 
further expansion as national attitudes and traditions 
slowly accept a tourist orientation. 


However, it is the export of services which is the most 
important item of Panama's foreign trade balance, with 
gross annual inflow from the Canal Zone (mainly for 
wages and contractual services) amounting to some $260 
million dollars for 1977. The negative effect on Pana- 
manian services in the Zone to be expected with any 
phasing down of U.S. presence after the Treaties go 
into force will probably be temporary until Panama can 
begin to develop the new opportunities. 





LABOR 


Firm figures on unemployment are impossible to obtain, 
but with the implementation of the Emergency Job Program 
this year (ad hoc WPA-type projects), and the indica- 
tions of a mild upturn in construction (new construction 
permits are rising for the first time after four years 
of continued decline), unemployment is believed to have 
dropped somewhat and may now be around 10 percent -- 
down from previous estimates of 12 percent. Collective 
bargaining contracts were suspended for two years in 
January, 1977, by the GOP's controversial Law 95, and 
new provisions must be made by the end of 1978 either to 
continue the suspension (which pegs wage increases at 
their 1975-76 growth rate), or to allow collective 
bargaining once again. 


While on the one hand labor feels that the 1977 changes 
to the Labor Code and current GOP policies are excess- 
ively pro-business (allowing firing of employees in 
certain cases and giving investor-tax breaks), on the 
other hand business feels the GOP has not retreated far 
enough from its strong pro-labor position of the early 
70's. It is clear to all, however, that the Ministry 
of Labor retains its strong position both to legislate 
and interpret the labor laws and to arbitrate labor- 
management disputes. 


AGRICULTURE 


Grain production (milled rice, corn and beans) for 1977- 
1978 (i.e., May 1977 - April 1978) is now reported at 
204.8 thousand metric tons (preliminary), about 27 per- 
cent above last year. Increase is attributed to im- 
proved weather conditions. Rice production totaled 
121.0 thousand tons, a record level (about 13 thousand 
tons of rice was exported as surplus); corn output 
reached 79.8 thousand tons, the highest level in the 
last seven years; and bean production amounted to 4.0 
thousand tons, 21 percent above the previous year (but 
slightly below two years ago). Planting of the basic 
grain crop for 1978-79 has begun, and given normal 
yields rice and corn production should meet domestic 
demand without need for imports (even though government 
price supports for rice have been reduced somewhat). 
Rainfall has been good and fairly well distributed, 
although in some rice areas excessive rainfall has 
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reduced germination and replanting may be necessary. 
Bean production is forecast upward, but small imports 
of red, pinto, and black beans are still predicted as 
usual. 


While official figures have not yet been reported, 

raw sugar production for 1976-77 (October 1976 - 
September 1977) is estimated at a record 190 thousand 
Short tons, and based on cane already planted 1977-78 
raw sugar production could reach 230 thousand tons; 
however, because of the ISA export quota limitation for 
Panama some cane will go unharvested this year, and 
therefore raw sugar production is forecast at 212 
thousand short tons. Under provisions of the Interna- 
tional Sugar Agreement, Panama will limit 1977-78 
exports to 82.5 percent of its 90 thousand metric ton 
basic quota but will export 50 thousand metric tons 
additional under the special ISA emergency export quota 
allocation. 


CATTLE AND FISH 


Pasture conditions are good because of early rains 
this season and will benefit cattle grazing, but no 
Overall increase is predicted for beef production; 
the cost-price squeeze has affected the cattle indus- 
try the last several years, and there has been little 
or no growth in herd size. Local beef prices were 
increased in May, and export prices are currently 
good, but cattlemen are complaining they need more 
support from private banks and it is still too early 
to predict whether there will be increased investment 
and expansion in herds this year. 


Shrimp harvests are important for export, but have been 
in downward trend; since 1967 the shrimping fleet has 
grown 50 percent, but the total take is down as the 
average haul per ship is little more than half of what 
it was. The GOP has had to limit construction of new 
shrimpers and is studying possibilities of shrimp farm- 
ing -- and is looking at oyster cultivation as well. 


The opening of the new $40 million dollar Vacamonte 
fishing port next year should help the tuna industry, 
with its on-shore processing and distribution facilities. 
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IMPLICATIONS FOR THE UNITED STATES: 
A BILLION DOLLAR MARKET 


After a prolonged recession, a revitalized Panama is 
expected to emerge, following the recent ratification 

of the Canal Treaties. Recently, there have been indi- 
cations of growing interest in Panama by foreign and 
American investors. Traditionally, Panama is a good 
market for U.S. consumer and capital goods, because of 
its dollar-based and highly service-oriented economy, 

as well as liberal monetary and trade policies. Other 
important factors are Panama's expanding Free Zone - 
claimed to be the world's largest after Hong Kong - 

its new international airport with planned industrial 
park facilities, and finally the presence of a large 
international banking center providing financial support 
for commercial development and trading activity. There- 
fore, Panama may well be considered the Singapore of 
South America. 


Panama's imports - including those of the Colon Free 
Zone - have exceeded the billion-dollar mark. The 

United States continues to be Panama's most important 
trading partner, supplying over one-third of Panama's 
imports, excluding petroleum products. Major imports 


are machinery and equipment, automobiles and trucks, 
textiles, chemicals and pharmaceuticals, grains, vege- 
table oils, processed food and paper products. Other 
Significant trading partners are West Germany, Venezuela 
(petroleum), Japan, and the Central American countries. 
Panama's foreign exchange earnings from the Canal Zone, 
primarily salaries and wages of Panamanian employees, 
and direct sales of goods - especially petroleum pro- 
ducts and services - are well over $200 million annually. 


SERVICES OFFERED BY THE U.S. DEPARTMENT OF COMMERCE 
AND OTHER U.S. GOVERNMENT AGENCIES 


Panamanian business practices are complex. Therefore, 
it behooves new-to-market companies to seek local re- 
presentatives well versed in both the domestic market 
and Colon Free Zone operations. Companies interested 
in public bidding participation are required by Pana- 
manian law to have a Panamanian agent. The U.S. 
Department of Commerce and its district offices located 
in major cities offer various types of foreign trade 
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promotion services for American companies. Particularly 
useful is the Department's Overseas Business Report, 
"Marketing in Panama (OBR 76-29) July 1976," (fifty 
cents per copy). 


The Overseas Private Investment Corporation (OPIC) and 
the Export-Import Bank of the United States (Eximbank) 
have active programs in Panama. The former provides 
political risk insurance for private U.S. investments, 
loans, and loan guaranty programs as well as a wide range 
of other services and incentives designed to encourage 
private investment of capital and skills in the develop- 
ing countries. The latter has extensive export financing 
arrangements for American exporters, overseas buyers and 
banks. Pertinent literature is available from OPIC, 1129 
Twentieth Street N.W., Washington, D. C. 20527, and from 
Eximbank, 811 Vermont Avenue N.W., Washington, D. C. 20571. 


PROSPECTS PROMISING FOR U.S. PRODUCTS AND SERVICES 


The Government's $1.8 billion Five-Year National Develop- 
ment Program initiated in 1976 and the Eximbank/A.1I.D./ 
OPIC financial package of almost $300 million contemplated 
in connection with the recently ratified Canal Treaties 
spell significant opportunities for U.S. products and 
related services in the near future. Promising prospects 
exist in such sectors as minerals, fishing, agroindustries, 
energy, conservation, parks and highways, low cost housing, 
and tourism. A 12-man trade mission from the State of 
Florida is scheduled to visit Panama October 1 - 3. 


Following are government sponsored projects, offering 
potential business to U.S. trading, engineering, and 
sub-contracting enterprises. 


a. Projects Underway 


La Estrella - Los Valles and La Fortuna dams and hydro- 
electric generating plants (mostly Swedish ventures) ; 
Vacamonte fishing port; Colon Free Zone expansion, 
Calzada Larga cement plant (Danish venture); grain 
storage facilities; international convention center; 
Colon water supply and purification system; low cost 
housing; agriculture and livestock development, tourism 
expansion (Old Panama City improvements); Inter-American 
Highway construction; Puerto Armuelles oil storage and 
trans-shipment facility for surplus Alaska crude (U.S. - 
GOP venture); and telecommunication improvement and 
expansion. 





b. Projects Under Study 


Copper deposits: Cerro Colorado (joint venture with 
U.S. firm), Cerro Petaquilla (Japanese), Cerro Cherche 
and Rio Pito; Tonosi coal deposits; Colon manganese 
deposits (U.S. venture); Darien gold deposits; Atlantic 
coast container port (Canadian); electrification of 
Isthmian railroad; sawmill, resin plant, waferboard 
factory and forestry* in the Bayano area (Canadian 
venture), Bayano industrial park, African Palm Oil, 
geothermal, solar and windmill energy, Bocas del Toro 
dam and hydroelectric generating plant; cacao and 
plantain processing plants. 


The Government-sponsored National Finance Corporation 
(COFINA) has been publicizing the following specific 
ventures: 


a. Projects Underway 


Glass container plant; and Holiday Inn at Tocumen 
International Airport. 


b. Under Preliminary Consideration 


Vegetable and fruit processing, banana flour, cashews, 
and pineapple; mangrove tree plantation; processing 
plants for tuna and shrimp remnants for nutritious 

feed for livestock; garbage material processing plant; 
factory for pencils and flash light batteries; assembly 
of air conditioning units; fertilizer plant; and towel 
manufacturing plant. 


c. Under Feasibility Study 


Transportation terminal; plant for dairy products; pulp 
and paper; fish nets; foundry; study of aerial and 
international passenger transportation; ethylene, caustic 
soda and bleach plant; strawberry processing plant; 
molasses; and soybean oil processing plant; port facili- 
ties and banana processing plant in Bocas del Toro 
province. 


* Companies specializing in forestry, especially refores- 
tation, may wish to contact directly Ing. Irving Diaz, 
Director, Directorate General, Renewable Natural Resources, 
Ministry of Agriculture & Livestock (MIDA), Apartado 5390, 
Panama 5, R.P. 





d. Under Evaluation 


Shrimp farm (Ralston Purina). 


e. Evaluated Projects Pending Decision or Negotiations 


for Financing 


Castilla Hotel, near the International Convention Center; 
and puzzolara cement plant; and rum making plant. 


For further information, communicate directly with Dr. 
Eduardo Tejeira, General Manager, COFINA, Apartado 6- 
2191 - El Dorado, Panama, R.P. Telephone: 69-3666. 
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